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HAT factors explain the preferences of employers toward various policies of social insurance? When and why have employers supported the creation of policies that provide insurance benefits to workers who experience various employment-related risks? These important questions for the political history of the modern welfare state have been largely overlooked by political economists and social policy scholars. Most studies on the development of systems of social protection have assumed that employers oppose the expansion of social insurance. Business, it has commonly been argued, has left its imprint on the political history of the modern welfare state by opposing the demands of labor-based organizations or by counteracting the administrative largesse of bureaucratic officials. The dominant research tradition on the development of modern institutions of social insurance has characterized the expansion of the welfare state as "politics against markets"-the political triumph of labor-based organizations over a political community of employers forced into retreat. 1 This article challenges the assumption of business opposition to social insurance that has informed comparative research on the welfare state. Its main objective is to develop a theory of the social policy preferences of firms that specifies the conditions under which profitmaximizing firms, facing competition in domestic or international markets, nevertheless support various institutions of social insurance. What is the importance of social policies to firms? Is the welfare state only a constraint that imposes higher costs or unnecessary labor-market rigidities on firms, or does it also provide employers with some direct and tangible benefits? What precisely are the institutional advantages social policies can offer to firms? Under what conditions do these ad-vantages exceed the costs imposed by social policies on firms? The analysis seeks to identify the factors affecting the cost-benefit calculations made by different firms facing the introduction of a new social policy.
An important goal of the article is to identify the factors affecting the variation in the social policy preferences of firms. What variables explain the cleavages within the business community during different episodes of social policy reform? Existing political economy research examining the policy preferences of employers toward wage-bargaining institutions and other labor-market policies presents two competing hypotheses about the nature of the variation in the policy preferences of employers. One set of studies has identified the existence of strong cross-national variation in employers' policy preferences.
2 Recent research on the role of employers in labor-market reforms of the last two decades finds a strong divergence in the preferences of employers in liberal market economies (such as the U.K. or the U.S.) and employers in coordinated market economies (such as Germany, Austria, the Netherlands, or Northern European countries). These studies suggest that employers in the United Kingdom and the United States have embraced radical proposals for labor-market deregulation and the weakening of the power of trade unions. 3 As Stewart Wood argues, in "liberal market economies, employers' preference is to weaken organized labor as much as possible. Where firms do not rely upon production strategies that render organized labor a virtue-in collective bargaining or managing process innovation, for example-they will see strong trade unions and strong employment protection as fetters on their ability to compete on the basis of lowering production costs."
4 By contrast, employers in Germany or other Northern European economies have shown only lukewarm support for attempts at radical labor market reforms and have defended a variety of non-market-based institutions protecting labor. 5 According to Wood:
In coordinated market economies, product market, innovation and workorganization strategies depend upon collaboration with organized labor. One key role of public policy is therefore to maintain framework legislation that protects workers' organizations and protects their role as partners in negotiated outcomes. . . . This in turn gives employers incentives to participate in the provision of the relevant supply-side collective goods and the governance structures that make this possible. 6 Other studies have argued that the most significant variables explaining the variation in the policy preferences of firms are located at the sectoral level. In a pioneering study that examines the role played by employers in the centralization of the wage-bargaining system in Denmark and Sweden, Peter Swenson argues that large export-dependent firms supported a highly centralized wage-bargaining system as means of preventing sheltered producers from attracting workers by offering higher wages. 7 However, the institutional advantages provided by the centralized system of wage bargaining to Swedish export employers eroded over time. Unions' pursuit of intrafirm and intersectoral wage leveling undermined the ability of firms to "secure an adequate supply of motivated labor to the export sector." 8 A strong intersectoral conflict among Swedish employers flared up at the beginning of the 1980s, as manufacturing employers pushed for a stronger decentralization of wage bargaining, in an effort to secure more flexible pay structures. Kathleen Thelen's study of the evolution of German institutions of wage bargaining during recent decades also points to the "activation of a previously dormant cleavage within key employers' associations" 9 over the advantages of the existing institutions of wage bargaining. While large manufacturing employers are "unwilling to abandon the German model," due to the high vulnerability of firms to overt labor conflict, Thelen finds that Germany's small and medium-size firms of the Mittelstand have "been growingly disgruntled" with the architecture of the German wage-bargaining system.
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This article develops and tests a model of the policy preferences of firms toward different policies of social insurance. It examines the most important calculations faced by employers during the development of a new social policy and specifies the factors that explain the variation in firms' social policy preferences. What is the relative importance of national-level versus sectoral variables in predicting the social policy demands of firms? To explore these questions, the remainder of the article is organized as follows. I begin by presenting the most salient questions of policy design confronted by employers during the introduction of a new social policy. Next I formulate a series of hypotheses about the variables affecting employer preferences. These explanations are tested by examining the demands of French and German employers during three episodes of social policy development: the introduction of compulsory accident insurance (during the 1880s-90s), the development of unemployment insurance (during the 1920s), and the reorganization of social insurance during the first years of the postwar period (1945-48).
THE SOCIAL POLICY SPACE
Social insurance policies come in a variety of institutional forms. Some policies are organized by private actors, such as trade unions, mutual aid societies, firms, or associations of producers. Other policies are administered exclusively by the state. Some policies have narrow pools of beneficiaries. In other cases, the entire population is eligible for benefits. Some policies provide meager benefits and are characterized by stringent eligibility conditions. In other cases, social policies replace most, if not all, the income lost by the worker because of employment-related risks, such as sickness or disability.
A set of simplifications is necessary to guide us through this thick institutional terrain. I begin by assuming that existing social policies can be represented in a two-dimensional social policy space. Social policy is defined broadly to include both private and publicly financed social insurance. The two axes of the social policy space represent the two questions of policy design that were politically most contested in the history of the welfare state: (1) the scope of social insurance coverage and (2) the distribution of responsibility for the administration of social insurance. The percentage of the population that has access to social policy benefits varies considerably over time, across countries, and, within the same country, across different labor-market risks. As Peter Baldwin reminds us, only some welfare states "went from Bismarck to Beveridge. . . . Insurance has existed for millennia, social insurance developed in response to the widespread and multiple uncertainties attendant on modern economies, while the solidaristic welfare state of a Marshallian kind has been the exclusive preserve of only a few nations at certain times in the twentieth century." 11 A few examples can illustrate the wide variation in the scope of social insurance coverage. At the turn of the twentieth century, after a first wave of social policy reforms pioneered by the Bismarckian legislation, the percentage of the labor force entitled to social policy benefits in case of occupational injuries was as high as 71 percent in Germany, 39 percent in Britain, and about 15 percent in Austria, Denmark, Norway, and Switzerland.
12 At the onset of the Great Depression the percentage of the workforce eligible for unemployment benefits was 58 percent in the United Kingdom, 44 percent in Germany, 34 percent in Austria, and about 20 percent in Belgium, Denmark, Italy, and Switzerland. 13 The horizontal axis of the social policy space represented in Figure 1 is labeled risk redistribution. This dimension captures both the existing variety in the scope of social insurance and the diversity in the modes by which social policies reapportion the incidence and costs of various risks among labor-market participants. The positioning of various social policies along this horizontal axis results from a combination of decisions concerning two interrelated questions of policy design. The first concerns the size of social insurance coverage. How wide is the level of coverage and who is eligible for benefits? Is social policy restricted to the participants of a single firm? Is social insurance mandatory for the entire population of a country-or are certain groups and occupations ineligible for social policy benefits? Second, the degree of risk redistribution of a social policy is influenced by additional policy decisions that determine the relationship between the incidence of a risk and the level of social insurance contributions. Are social insurance contributions calculated solely on the basis of actuarial principles? The degree of risk redistribution of a social policy is lower if social insurance contributions are tightly coupled to the incidence of a risk; it is higher in the case of social policies that loosen this relationship.
The second, separate question of policy design concerns the distribution of responsibilities in the administration of social insurance among bureaucratic representatives, on the one hand, and unions and employers, on the other hand. In 1908 the main publication of the Central Federation of German Trade Unions referred to these "administrative questions (Verwaltungsfragen)" as the "key element in the de-sign of social insurance." 14 This issue has been one of the most divisive political questions throughout the history of welfare state development. Consequently, social policies vary tremendously in the adopted institutional solutions. In some cases-such as Ghent policies of unemployment insurance-the entire responsibility for administering unemployment benefits rests with the trade unions. Means-tested policies of social assistance or universalistic social policies are administered by state bureaucrats, with no participation of trade union or employer representatives. Contributory social insurance policies or occupation-based social policies can be administered in a "corporatist" fashion by trade union and employers' associations (with or without involvement of the state). Finally, some social policies can be administered by individual firms. This is the case of "private" social policies-such as pensions, sickness, or housing policies.
I label the vertical axis of the social policy space control. We can think of control as authority over policy decisions concerning the determination of the level of insurance contributions and benefits, adjustments in the financing of social policy in response to the expansion or contrac- tion of the contributory base of social insurance, the modification of administrative criteria defining the entitlement for social policy benefits, and so on. Without any loss of generality, we can recode this axis as measuring responsibilities in the administration of social insurance retained by one of these three actors. The vertical axis in Figure 1 represents the residual responsibilities in the administration of social insurance retained by individual firms. Private social policies are found at one extreme of this axis. In these cases, individual firms can retain unlimited discretion over all policy decisions. In the case of policies taking intermediate values along this dimension, associations of employers administer social policies together with trade unions. This principle of the corporatist organization of social insurance was pioneered during the early social policy reforms in Germany during the 1880s and adopted by a large number of countries in the design of their insurance systems. Finally, in social policies that take extremely low values along this dimension of the social policy space, employers are entirely absent from the administration of social insurance. The most significant policy decisions remain in the hands of either trade unions or government officials.
In Figure 1 a variety of social policies are positioned within the policy space bounded by the two axes: risk redistribution and control. At one extreme we find universalistic social policies that take high values on the risk redistribution axis and low values on the control dimension of the social policy space. The entire population is entitled to social policy benefits, guaranteeing de facto that the "community of risks coincides with the entire human community." 15 Neither individual firms nor business associations play a role in the administration of social policies. Consequently, these policies take zero values along the control axis of the social policy space. At the other extreme of the social policy space, we find private social policies. Social insurance coverage is restricted to the employees of the particular firm. In these cases the firm retains a high level of discretion in targeting these benefits at the highly skilled or the highly productive workers or in withholding these benefits from employees considered to be less productive. Thus, the administrative discretion retained by the firm is maximal.
Various contributory insurance policies can be situated along a line linking private-type social policies to universalistic social policies. In contrast to private social policies, employers' associations (and not individual firms) participate in the administration of the particular social policy. 16 Some contributory insurance policies can be very close to the universalistic pole of the social policy space. In this case employers' associations retain only a very limited (and sometimes only symbolic) role in the administration of the social policy. The level of risk redistribution of this policy can be very high, if social insurance contributions are uniform across occupations and not linked to the incidence of the risk affecting the particular occupation and if the level of social insurance coverage is very broad. Conversely, we find contributory insurance policies that are closer to private-type social policies. In this case social insurance coverage is more limited in scope and a variety of occupations do not have access to social policy benefits. The social insurance contributions are linked to the incidence of a risk and we find no redistribution of risks across occupations.
Two additional observations about Figure 1 are necessary. First, social policies taking simultaneously high values along both axes, risk redistribution and control, do not exist. A hypothetical example of a policy situated in the upper-right-hand corner of the policy space would be a social policy that is entirely administered by a firm with no participation of labor representatives or the state but that remains universalistic in character. Such policies remain historically unknown. Second, the diagonal axis in Figure 1 -linking private social policies to contributory insurance and universalistic social policies-points to a policy trade-off between risk redistribution and control. When confronted with the introduction of a new social policy, employers are never able to achieve a maximal level of risk redistribution and control at the same time. Policies in which firms' control is maximal (private social policies) are ultimately incompatible with a very high level of risk redistribution. Conversely, in policies characterized by a high level of risk redistribution (universalistic social policies), control is very low. In examining the social policy preferences of employers, we need to explore the conditions under which different firms prefer different combinations of risk redistribution and control.
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WORLD POLITICS 16 The importance of employers' associations in the administration of contributory insurance policies varies tremendously across policies. For example, the Bismarckian reforms, which pioneered the principle of a "corporatist" administration of social insurance, gave employers' representatives one-half of the number of seats in the institutions administering old-age insurance and one-third of the seats in the supervisory councils of sickness insurance. By contrast, accident insurance was administered entirely by employers' associations, with no involvement of trade union representatives or the state. A potential conflict can emerge between employers' associations (preferring collective control) and large firms (who favor firm-level control). How this conflict is resolved depends on (1) the sanctioning instruments of the associations and (2) the importance of social policy to the firm. Thus, in the case of disability insurance, the introduction of compulsory insurance largely ended private social policies. By contrast, in the case of early retirement policies, employers' associations were not able to stop the process of firm-level early retirement.
THE SOCIAL POLICY PREFERENCES OF EMPLOYERS
We now turn to the question of business preferences toward different institutions of social insurance. Under what conditions do profitmaximizing firms, facing competition in domestic or international markets, nevertheless support the adoption of various policies of social insurance? What institutional benefits do employees obtain from social policy? The starting point of my analysis is the observation that social policies mitigate the reluctance of workers to invest in skills. To invest in skills, a worker needs income protection for when the employment relationship is temporarily interrupted, such as periods of sickness, disability, or unemployment. It is rational for employers to commit resources to policies of social protection to induce workers to make these investments in skills. Policies of social insurance with earnings-related benefits that replace a significant part of the income lost by the workers provide these institutional guarantees and give workers incentives to undertake these risky investments in skills. Thus, a social policy that insures workers for employment-related risks also protects the investment made by employers in the skills of their workers.
This hypothesis suggests that the benefits provided by social policies to employers can outweigh the costs imposed by social policies on firms, if the firm wants workers to invest in skills. But what are the implications for the social policy preferences of firms? When will firms prefer more private-type social policies and when will they prefer more redistributive social policies? What are the most significant factors affecting the utility of firms along the two dimensions of the social policy space outlined in the previous section? To answer these questions, I examine the calculations made by firms confronted with a choice of different social policies.
As discussed above, the vertical axis of the social policy space measures the residual responsibilities in the administrative control of social insurance retained by a firm. What are the costs for an individual firm associated with an upward movement along this axis? An increase in the level of control retained by employers in the administration of social insurance increases firms' share in the financing of the social policy. Universalistic social policies are generally financed by income taxes and thus affect employers only indirectly, via their impact on the general price level of the economy. By contrast, contributory insurance policies are financed by payroll taxes. Generally, the distribution of the tax burden among employers and employees is proportional to the responsibilities of these actors in the administration of the particular branch of social insurance. Finally, private social policies can be financed by a combination of contributions from employers and employees or by employers' contributions alone. Thus, private social policies or contributory insurance solutions can be costlier to firms than universalistic or means-tested social policies.
What benefits do employers derive from an increased involvement in the administration of social insurance? The most obvious institutional advantage is an increase in their discretion in important social policy decisions. Social policies can become an important instrument complementing the employment practices of firms. Firms gain additional flexibility to rely on social policies both during periods of labormarket shortages and during periods of unemployment. Policies taking high values along the control dimension of the social policy space-private social policies or contributory insurance-provide a second distinct institutional advantage to employers. This derives from the tight coupling between the social insurance benefits and the wage-hierarchy established within the firm. Earnings-related social policy benefits raise the relative reservation wage of high-skilled workers (relative to lowskilled workers), lowering the incentives of these workers to take up jobs that do not correspond to their skill qualifications. By mitigating the incentives of high-skilled workers to take up jobs that do not correspond to their skill qualifications, these policy instruments provide indirect institutional guarantees to employers that their investment in skills will not be undermined during periods in which workers are temporarily out of work. Third, firms may seek higher levels of control in the administration of social insurance to counteract a potential increase in the institutional prerogatives of trade unions and to shift the balance of political power away from organized labor. During the imperial period the peak federation of German employers' associations (Vereinigung der Deutschen Arbeitgeberverbände) referred to the Ghent policy of unemployment assistance as a "hidden subsidization of the strike funds of trade unions [verkappte Streikunterstützung]" and strongly opposed social policies that gave unions a role in the administration of social policy benefits. 17 During the first years of the postwar period, employers in many countries strongly opposed policy proposals that increased the representation of labor in the administration of social insurance. This suggests that employers' motivation to support contributory social insurance policies may be stronger in economies that have strong, well-organized trade unions.
This suggests that the utility of the firms along the vertical dimension of the social policy space can have both a positive and a negative sign, depending on the relative magnitude of the benefits and the costs of control to a firm. What factors influence the cost calculations made by firms? A first variable that is likely to affect the relative importance of these policy instruments to the firm is the firm's skill profile. A natural hypothesis is that the presence of skilled workers within the firm increases the importance of those policy features that protect the investment in skills. It is likely that employers who have invested significant resources in the skills of their workers will favor social policies that allow them to target benefits to a select group of workers and reward their job performance. A second variable that will likely affect the costbenefit calculations made by firms is the size of the firm. A number of empirical studies have suggested that firm size is a strong predictor of the degree of market power.
18 Thus, assuming a higher market power of large firms, we can hypothesize that these producers will have a greater capacity than small producers to shift an increase in their nonwage labor costs onto consumers in the form of higher prices.
19 This severely constrains the ability of small firms to invest resources in the creation of social policy programs. Because of these financial constraints, small firms are more likely to discount the potential institutional advantages of many institutions of social insurance and to focus instead on the financial burden of these policies. By contrast, we expect large firms to discount more readily the adverse effects of an increase in the level of payroll taxes.
The empirical implication of the above discussion is that large firms employing skilled workers will favor social policies characterized by higher levels of control, while small firms employing low-skilled workers will discount the potential institutional advantages of control. The analysis does not generate unambiguous predictions for small firms employing skilled workers and large firms whose workforce consists preponderantly of low-skilled workers. I predict, however, that these firms will experience very strong policy dilemmas and a strong tension between the potential institutional advantages of social policies and the costs of social insurance. Hence, one would likely see greater variability in the preferences of these firms. Characteristic examples are the small, highly skill-intensive Handwerk firms in Germany. As the empirical analysis will demonstrate, on some occasions these firms have supported social policies characterized by high levels of control. On other occasions, these firms have opposed the introduction of such policies, fearing an increase in their nonwage labor costs. During the last decades of the nineteenth century, Handwerk firms strongly opposed the introduction of the compulsory social insurance. However, during the first years of the postwar period these firms have supported the Bismarckian policy status quo and opposed proposals to reduce the role of employers in the administration of social insurance.
How does the utility of firms vary along the risk redistribution dimension of the social policy space? How do employers choose among different social policies characterized by similar levels of control but different levels of risk redistribution? What variables influence their preferences? As discussed above, a movement along the horizontal dimension of the social policy space from private to universalistic social policies involves an expansion of the risk pool of social insurance and a weakening of the insurance principle in the determination of the levels of contributions. In policies that take high values along this axis, the determination of the level of insurance contributions is not based on actuarial criteria alone. Thus, to characterize the preferences of employers along this dimension of the social policy space, we need to specify the relative magnitude of two separate effects, the setup costs of a social policy versus the benefits associated with participating in a broader pool of risks. I hypothesize that employer preferences on these questions of policy design will be influenced by relative incidence of the risks affecting their workforce. The relative incidence of a risk can be measured as the difference between the incidence of a risk facing a firm's workforce and the average at the level of the economy. I hypothesize that an increase in the relative incidence of a risk will potentially increase the benefits of participating in a common pool of risks. For these firms, private forms of insurance are often ineffective, since sharing "good" and "bad" risks is rarely possible in these narrow risk pools. By contrast, for employers facing a low incidence of risks, social policies characterized by high levels of risk redistribution will be unattractive, since these policies turn these firms into subsidizers of high-risk industries. These propositions have specific implications for the details of social policy design favored by different producers. We expect low-risk producers to favor occupational social policies or contributory social insurance policies in which the social insurance contributions of employers are determined on the basis of strict actuarial considerations, thus, social policies that involve no redistribution of risks across occupations. In contrast, we expect high-risk producers to favor social insurance policies characterized by a high redistribution of risks. These are contributory insurance policies in which the level of insurance contributions is not linked to the incidence of a risk or universalistic social policies.
The analysis so far has identified a number of independent variables affecting the utility of firms along the two dimensions of the social policy space. It predicts the emergence of significant intersectoral conflict among employers during the introduction of a new social policy. I have hypothesized that the size and skill intensity of a firm will increase the relative benefits of social policies characterized by high levels of control. Large firms employing high-skilled workers are hypothesized to favor social policies characterized by high levels of control. By contrast, small firms that have not invested significant resources in the training of the workforce will find the institutional advantages of social policies characterized by high levels of control to be less attractive. The model does not generate unambiguous predictions for the cases of large firms with a low-skill workforce and small firms with a high-skill workforce. We expect a high variability in the social policy preferences of these firms. I have also hypothesized that an increase in the risk incidence will increase the benefits of risk redistribution for a firm. Figure 2 summarizes these hypotheses about the utility of firms.
An alternative explanation locates the most important source of variation in the social policy preferences of employers at the national level.
Recent studies of varieties of capitalism have implications for firm preferences about institutions of social insurance. According to these studies, in economies with weak business organizations (such as the U.S., the U.K., or France) employers are unable to solve a broad range of collective action problems in the provision of skills and do not invest significant resources in training their workers. By contrast, in economies characterized by a dense network of institutions of business coordination (such as Germany or the Scandinavian countries), employers invest significantly larger resources in the training and skill formation of their workers. Varieties of capitalism studies hypothesize that employers in coordinated market economies are likely to support policies of social protection, because such policies mitigate the reluctance of workers to invest in nontransferable, firm-specific skills, which can be rendered obsolete by technological shocks. 21 As Estevez-Abe, Iversen, and Sos- kice argue: "If firms want to be competitive in product markets that require an abundance of specific skills, workers must be willing to acquire these skills at the cost of increasing their dependence on a particular employer or group of employers. Because investment in these specific skills increases workers' exposure to risks, only by insuring against such risks can firms satisfy their need for specific skills." 22 The implication of these hypotheses is that employers in coordinated market economies will support policies of social protection, while employers in noncoordinated market economies will oppose them.
AN EMPIRICAL TEST: WHAT FACTORS EXPLAIN THE POLICY PREFERENCES OF FIRMS?
The theoretical implications of the model outlined in the previous section will now be tested using the following research strategy. In an effort to increase variation along the crucial independent variables, I have selected Germany and France as country-cases. 24 Historically, the German and French economies have differed strongly in their industrial structure and in the mix of large and small firms. Until the wave of modernization that began in the late 1950s, the French economy had been dominated by agricultural small producers. 25 For example, in 1896, 72 percent of all French employers were agricultural employers; in 1921, the ratio was 78 percent. 26 In France agriculture represented 44.8 percent of the labor force in 1896 and 41.54 percent in 1921, respectively. According to data collected by French labor-market authorities, in the late nineteenth century more than 60 percent of the French labor force was employed in enterprises with fewer than ten employees. 27 In 1921, 97 percent of French agricultural employers employed fewer than five workers, a figure that remained virtually unchanged in also examples of coordinated and uncoordinated market economies, respectively. As numerous historians of the development of the German political economy have pointed out, the defining institutional characteristics of a coordinated market economy were already in place in the mid-1880s. These included (1) provision of "patient finance" by large banks and (2) strong and encompassing business associations. See 
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. 28 By contrast, in Germany at the turn of the century about 40 percent of the workforce was employed in enterprises with fewer than ten workers; the number declined to 30 percent in 1925 and to 26 percent in 1950. 29 Historically, Germany and France have also exhibited a strong variation in the skill profile of their workforce. Legislation fostering vocational training goes back in Germany to the 1860s and 1870s. 30 Building on these earlier policies, an important law of 1897 "created a network of handicraft chambers (Handwerkskammern) endowed with extensive powers to regulate the content and quality of craft apprenticeships." 31 During the same period large German firms developed firm-level vocational schools (private Fachschulen) that responded to their demands for a high-skilled workforce. 32 Based on some estimates, the percentage of skilled workers exceeded 50 percent of the workforce in some industries (such as metalworking and metal processing).
33 By contrast, France did not have comparable legislation fostering the development of institutions of skill formation. 34 Large French firms in "modern" industries-such as metallurgy and chemicals-drew on the large reservoir of unskilled immigrant workers and did not develop extensive internal policies of vocational training. 35 The sources for the analysis of the social policy preferences of firms are the minutes of the deliberations of employers' associations, various periodicals of employers' associations, and statements and documents submitted by employers' associations to various bureaucratic and parliamentary commissions. The dataset used here is drawn from unpub-lished documents found in the main business and parliamentary archives in France and Germany. 36 The sample for each policy episode consists of representative sectors of the business community of the period, 37 including, on the one hand, the most significant federations of employers (such as the Union of Metallurgical and Mining Industries in France and the Central Federation of German Employers' Association in Germany) and of associations representing small firms (the Federation of the German Handwerk, various chambers of commerce), on the other hand.
The theoretical model outlined in the previous section has two main observable implications. First, the model predicts that firm size and the skill profile of the firm will influence the policy preferences of firms about the administrative design of social policies. Second, the model predicts that the incidence of risk will predict firms' preferences along the risk-redistribution dimension of the social policy space. An alternative explanation suggests that the cross-national variation among French and German employers should override possible intersectoral differences. The main implication of the varieties of capitalism literature is that employers in a coordinated market economy (Germany) should support policies of social insurance. French employers, by contrast, are expected to oppose social policies.
THE DEVELOPMENT OF ACCIDENT INSURANCE
Reform of legislation compensating victims of workplace accidents was a significant issue on the policy agenda of most industrializing countries during the last three decades of the nineteenth century. After the failure of attempts to confine reforms to an incremental change in liability laws, more ambitious proposals that attempted to introduce social insurance moved to the center of the policy agenda. However, issues related to the design of institutions of social insurance raised difficult, nearly intractable dilemmas of policy design. What should be the relative 37 I analyze the policy preferences of employers in the development of accident, unemployment, and old-age insurance. I have selected these policies to maximize variation in the types of policy trade-offs faced by firms during the introduction of a new social policy. In the cases analyzed below, the set of policy alternatives that are on the agenda of policymakers include policies of social insurance organized by trade unions (in the case of unemployment insurance), private, voluntary insurance (in the case of workplace accidents), and universalistic social policies (in the case of old-age insurance during the postwar period).
role of the state and private actors in the administration of these policies? Should social insurance be mandatory for all industries or only for the mechanical industries facing a high incidence of workplace accidents?
Questions concerning the proper mix between institutions of social insurance administered by the state and "private-type" social policies administered by individual firms or associations of producers were distributionally divisive for employers. In both France and Germany large manufacturing employers preferred a policy outcome that guaranteed the autonomy of preexisting private institutions of social insurance. In both societies large firms or sectoral or regional associations of producers had established private-type policies providing benefits to the victims of workplace accidents. In France the largest institution compensating victims of workplace accidents had been established by the Iron Works Committee (Comité des Forges) and included thirtyone firms. 38 Faced with proposals to create social insurance, these producers advocated a social policy that guaranteed the autonomy of the policies established by employers. 39 In Germany the leading peak association representing large manufacturing producers, the Federation of German Industrialists, opposed the monopolization of social insurance by the state. This solution was characterized as "an unnecessary form of state socialism, given the dense network of preexisting institutions of social insurance existing in German society." 40 The Federation of German Industrialists preferred a corporatist organization of social insurance that entrusted significant administrative responsibilities to associations of employers. 41 Thus, large manufacturing producers attached high importance to the participation of employers in the administration of social insurance. In exchange for higher control, these employers were prepared to accept higher social insurance contributions. Small firms had the opposite policy priority. The main consideration of these employers was the reduction in their nonwage labor costs. A survey carried out by the Prussian Statistical Office among sixty-one chambers of commerce found only five of them voicing concern about the absence of representation of employers in the new institutions of social insurance. 42 More 246 WORLD POLITICS than half of the chambers of commerce in the sample continued to express concerns about the costs of the new social policy. 43 Several producers argued that "the consequences of the new social insurance legislation were incalculable and highly dangerous" and that the law weakened German industry vis-à-vis foreign competitors. 44 In France chambers of commerce representing predominantly small firms also opposed the new social insurance, fearing an increase in their nonwage labor costs. As an association of employers formulated these worries, "By preoccupying itself with the situation of workers, the draft bill neglects the numerous and interesting class of employers who will not be able to afford these costs and will succumb as victims to the new incurred responsibility." 45 Other producers wrote: "We beseech the lawmaker not to inflict a new charge on French industry, on our large and small enterprises, so courageous in their fight against foreign competition. . . . A large number of producers will inevitably be crushed by the impact of a new charge." 46 The analysis of the social policy preferences expressed by German and French employers supports the second hypothesis about the cleavage between high-risk and low-risk producers. High-risk employers were in those industries facing a high incidence of workplace accidents-such as iron and steel producers-and in mining and railways. In Germany the number of accident fatalities (per 100,000 workers) in these industries was 597 in railways, 261 in mining, 160 in steel production, and 125 in construction. By contrast, the number of workplace accidents in low-risk industries was 18 total in textiles, the paper industry, and the leather industry and 17 in agriculture. 47 The social policy preferences of high-and low-risk producers differed dramatically. In Germany iron and steel producers were the strongest supporters of a compulsory accident insurance. 48 These employers supported a social policy solution in which all industries paid similar insurance contributions, irrespective of the incidence of the risk of workplace accidents. Employers in high-risk industries also called for a broad and expansive
definition of the risk pool of social insurance, a measure that had the obvious advantage of lowering their social insurance contributions. In a letter submitted to the Chamber of Deputies of the French Parliament, coal producers (Comité Central de Houillières de France) opposed the intention of lawmakers to limit the scope of accident insurance only to industries relying on mechanical tools but recommended instead "[extending] the law to all occupations." 49 Similarly, German iron and steel producers pressed arguments for extending social insurance to agricultural workers.
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In contrast to employers in high-risk industries, employers in industries facing a lower incidence of workplace accidents opposed proposals seeking to socialize insurance. In a petition to the Bundesrat, the Federation of Cotton Employers of Southern Germany (Verein Süd-deutscher Baumwollindustrieller) expressed the concern that the first version of the accident insurance legislation under discussion in the Reichstag placed a disproportionate burden on employers in textiles, as opposed to iron and steel producers. 51 The peak association representing German agricultural employers (Deutscher Landwirtschaftsrat) also worried about the costs attendant on extending social insurance to agriculture. 52 Similarly, the Society of French Agricultural Employers (Société des Agriculteurs de France) opposed the intention of lawmakers to enlist agricultural producers as part of the social insurance program, denouncing these plans as a measure that protected manufacturing producers but disfavored agriculture: "The agricultural employers will be unable to finance social charges that are that heavy. There is no agricultural employer who can provide the necessary capital."
THE DEVELOPMENT OF UNEMPLOYMENT INSURANCE
During the interwar period policymakers in both France and Germany actively pursued a broad range of social policy reforms. In 1918 Germany reformed its means-tested policy of unemployment assistance in an effort to cope with the labor-market dislocations of World War I. The failure of this policy to provide adequate relief to unemployed workers motivated German labor-market authorities to replace this policy with a policy of unemployment insurance. In France proposals to introduce compulsory unemployment insurance were part of more ambitious proposals to establish compulsory policies of social insurance covering other risks, such as sickness and old age.
As predicted by the above analysis, in both France and Germany large manufacturing producers employing high-skilled workers favored the development of institutions of social insurance that entrusted significant administrative responsibilities to employers. In France the association that provided the most articulate expression of the concerns of large, skill-intensive firms was the Union of Metallurgical and Mining Industries (UIMM), an organization grouping over six thousand firms in "all industries concerning the production and transformation of metals." 54 The UIMM opposed the proposals of French lawmakers to unify all preexisting institutions of social insurance under the administration of the state, arguing that this policy would create a "hotbed of public sector employees." In a report submitted to the Social Policy Commission of the Chamber of Deputies, these producers pointed out that the "fundamental error of the project consisted in neglecting the existing institutions of social insurance which would increase the effectiveness of the law in difficult situations." 55 Instead of a policy organized by the state, the UIMM recommended placing the firm at the foundation of the institutions of social insurance:
The firm shapes the existence of the worker in crucial ways, by determining the level of wages, the kinds of risks to which the worker is exposed, by establishing the strongest bonds of solidarity among workers. It seems natural that the firm should provide the basis for the organization of social insurance. . . . Enterprises also facilitate the creation of large autonomous and homogenous insurance funds for the provision of old-age benefits.
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The peak association representing large German manufacturing (Vereinigung der Deutschen Arbeitgebervebände)-an association dominated by Germany's dynamic metal-processing sectors-also demanded an increase in employers' participation in the new institutions of unemployment insurance and opposed all policy proposals giving trade unions a majority in the administration of the new social policy. 57 In contrast, large firms in industries with a lower level of skill intensity- such as cement producers or employers in construction-opposed the introduction of a corporatist compulsory unemployment insurance. 58 While large manufacturing producers demanded either more privatetype social policies or the delegation of higher administrative responsibilities to employers, associations representing small firms expressed concern about the potential increase in their nonwage labor costs. Out of a sample of twenty-five chambers of commerce representing small producers in France, twenty associations opposed the social insurance project, invoking concerns about a potential increase in their social charges. Commenting on the social insurance project developed by French lawmakers, one French chamber of commerce noted that "the charge on enterprises that will result from the introduction of a contribution totaling 10 percent of the wages will have inevitable repercussion on the price-level of the entire economy. . . . The immediate introduction of a system of insurance covering all social risks will provoke a profound crisis which will affect the very interests which the new legislation attempts to protect." 59 In Germany numerous political associations representing small manufacturing employers expressed "fundamental reservations about the introduction of unemployment insurance, which creates immense financial burdens for the Reich, Länder, and the communes." 60 The two leading associations representing the interests of small firms opposed the introduction of a policy of unemployment insurance that "weakened the feeling of responsibility and the striving for self-reliance and [that] fosters the tendency towards idleness." 61 The level of the risk of unemployment is a strong predictor of the variation in the preferences of firms along the risk redistribution dimension of the social policy space. In both France and Germany volatility in employment was highest in manufacturing industries dependent on export markets, such as metal processing and metal working. 62 By contrast, agriculture was facing a low incidence of unem-ployment because "producers in the countryside did not respond to changes in the demand of their products by laying off workers, but by adjusting working time." 63 Beginning in the mid-1920s Germany's high-risk producers exercised a dominant political influence within the Central Association of German Employers' Federation (Vereinigung der Deutschen Arbeitgeberverbände). These employers favored "the expansion of the scope of unemployment insurance legislation" and "the inclusion of good risks [günstige Risiken] within unemployment insurance, in other words, of occupations in which the danger of future unemployment is lower." 64 They opposed the differentiation of unemployment insurance contributions based on the incidence of risks faced by different industries and rejected "the creation of occupational risk pools [Gefahrenklassen] within unemployment insurance." 65 In a communication addressed to the Imperial Labor Office in 1920, these employers argued that it was impossible for industries facing high and recurrent levels of unemployment to pay higher unemployment insurance contributions, since "the financial existence of these firms is endangered, both as a result of uncertainty in their labor relations and as a result of an uncertainty in demand. An additional financial burden that would result from the doubling of the insurance contributions should not be attempted." 66 In contrast to these producers, industries facing a low incidence of unemployment opposed highly redistributive policies of unemployment insurance. German associations representing agricultural employers opposed the proposals of lawmakers to include agriculture as part of unemployment insurance. 67 Referring to the fact that firms paid wages to workers even during the winter months, these employers argued that "the labor market contract of agricultural employees is the best insurance against the risk of unemployment." 68 In France the two main associations grouping agricultural producers, the Society of French Farmers (Société des Agriculteurs de France) and the National Confederation of Agricultural Associations (Confédération Nationale des Associations Agricoles) strongly opposed the plans of French lawmakers to extend social insurance to agricultural producers. 69 They waged a fierce political campaign against the plans-invoking the existence of strong differences in the character of the employment relationship in agriculture and industry, such as "the higher presence of remuneration in kind in agriculture, the reliance of agricultural employers on members of their extended family, as well as the strong individualism of the peasant, which is the result of the profound isolation of work on the field." Instead they favored a policy outcome relying on voluntary institutions of private insurance, such as mutual aid societies (sociétés de secours mutuels) and agricultural mutual insurance companies (mutuelles agricoles) for the provision of social policy benefits.
THE REORGANIZATION OF SOCIAL INSURANCE DURING THE POSTWAR YEARS
Emboldened by the success of the policy reforms in Britain, policymakers in France and Germany initiated ambitious proposals for social policy reform in the first years after World War II. In France an early bill enacted during the first months of the liberation (Ordonnance of October 1945) proposed unifying the administration of all subsystems of the welfare state. Additional proposals for reform taken up by the French parliament during the following months recommended the introduction of a universalistic social policy. Military authorities governing Germany also considered proposals to introduce universalistic social insurance. These reforms involved far-reaching changes to the "Bismarckian" setup of the welfare state of both countries. The first important policy change recommended by these new legislative proposals increased the role of the state and labor representatives in the administration of social insurance. These policy recommendations met with strong opposition from German and French employers. In Germany the peak association representing large manufacturing employers defended the importance of "parity representation" of labor and capital in the administration of social insurance as the only solution that could "avoid the concentration of economic power of one group over another." 70 In a policy paper entitled, The Economy and the German Social Insurance, manufacturing employers argued that the administration of social insurance by individual firms or associations of employers had been historically successful in containing the growth of social insurance contributions.
Institutions of sickness insurance organized at the firm level [Betriebskrankenkassen] , as well as the liability associations [Berufsgenossenschaften], determine the level of insurance contributions and reserves based on the risk profile of the firm, which is influenced by the accident-proneness and sickness of the workforce. This has a strong effect on the level of social insurance contributions, as both employers and employees have an interest in lowering the potential burden of high insurance contributions. The concentration of these insurance branches in large, centralized institutions will necessarily decrease the interest of the firm and its employees in reducing the risk of sickness and accidents. 71 French employers also denounced the "exclusion of business from the administration of family and accident insurance, two branches of social insurance financed primarily by employers." 72 They argued that the administrative centralization of social insurance envisaged by the Ordonnance of 1945 would contribute to a massive increase in costs and bureaucratic delays, the consequence of an arrangement whereby "nonspecialists" would be "administer[ing] three distinct and very different risks: a liability insurance, a social insurance and family benefits." 73 French employers decried the unification of social insurance as an unjustified "trustification of the social," which ironically was attempted at a time when "policymakers declared war on the economic trusts." 74 These findings support the hypotheses advanced in this article that the representation in the administration of social insurance is an important political question for employers.
Both French and German producers opposed the policy proposal that attempted to establish a unique social insurance fund-the Einheitsversicherung or régime unitaire. 75 They recommended the separation of various risks within social insurance. In France the social policy committee of the Paris chamber of commerce developed the most detailed recommendations for the separation of the various branches of social insurance. In the case of sickness, old age, and family benefits, these employers recommended organizing social insurance on a "very limited scale," either at the firm level (a solution for large firms) or at the in-
dustry level (to be administered by an association of employers). 76 In Germany employers' representatives in the social policy committee of the American occupation zone depicted the "concentration of the entire financial apparatus of social insurance in one hand" as a "development with ominous consequences for the creation of democratic institutions." 77 The Federation of Chambers of Commerce of Bavaria drew parallels between the postwar proposals for reform and the policy changes introduced during the period of national socialism, which had removed employers from the administration of social insurance and had extended the "oversight of the Nazi state over all branches of the German welfare state." 78 Another association of employers argued that "the decentralization of social insurance and the wide variety of existing organizations is a sign of the strength of existing social policies. Different risks necessitate the construction of different institutions of social insurance." 79 The second objective of the reforms initiated by French and German policymakers during the postwar period was the extension of social insurance coverage. The proposed reforms recommended extending social policy benefits to agricultural employees, artisans, and members of liberal occupations. According to a number of studies formulated by German and French social policy authorities, the demographic profile of these groups was significantly worse than the profile of occupations that had been previously insured. 80 In both countries agriculture was clearly the occupation with the highest old-age dependency ratio, a development that had resulted in part from the migration of younger people to the city. 81 As pointed out by a policy document drafted by various agricultural interest groups in Germany, "The number of elderly in agriculture is higher than in other occupations." 82 The artisanal sector also faced very unfavorable demographic developments. 83 Thus, the decision to extend the scope of social insurance was a distributionally divisive decision that favored artisans and agricultural employers and disfavored the manufacturing sector.
The main implication of the theoretical model of business preferences presented in this article is that these higher-risk occupations should favor the expansion of social insurance, while low-risk occupations should oppose it. The empirical findings confirm these hypotheses. Manufacturing employers opposed the policy proposal to extend social insurance. In Germany representatives of large manufacturing producers in the social policy committees of the American occupation zone expressed significant concerns about the capacity of the pension system to finance the benefits of future generations of retirees if this expansion of the coverage were to come about. 84 The worsening of the risk that was socialized would require either higher social insurance contributions on the part of all employers or a future reduction in the level of the social policy benefits, a decision that was hard to implement politically. As a result, these employers regarded the expansion of the risk pool of social insurance as fraught with ominous implications. 85 In France large manufacturing producers also opposed the immediate expansion of social insurance to other industries. Representatives of the Conseil National du Patronat Français regarded the "generalization of social insurance" as the premature expansion of an unearned right and recommended the extension of social assistance benefits as a fiscally more prudent policy solution. 86 The Union of Metallurgical and Mining Industries (UIMM) also denounced the proposals to expand the level of social insurance coverage as a measure that could potentially bring about the "self-destruction of social security." 87 High-risk producers welcomed the proposals of lawmakers to extend social policy benefits to broader circles. Agricultural producers in both France and Germany supported the proposals for the "generalization" of social insurance. These demands for social protection of agricultural employers stand in sharp contrast to the opposition to all institutions of social protection that had been advocated by these sectors during earlier episodes of social policy reform. In Germany several associations representing agricultural employers demanded the introduction of social insurance, arguing that the "burden of old age is particularly heavy in agriculture." 88 French agricultural producers supported the extension of social insurance as an important provision that could create equal advantages for agriculture and industry. 89 These employers demanded the introduction of a financial agreement by which the other insurance funds compensate annually the institutions of social insurance in agriculture. In both France and Germany small firms and artisanal producers also supported the compulsory social insurance but recommended important modifications to the policy proposals of policymakers. A document drafted by the Central Federation of German Handwerk in 1949 stressed the importance of social insurance for these firms. "The poverty among Handwerker is so pervasive that we cannot abandon these social policies, despite some worries." 90 Representatives of the Handwerk supported the principle of compulsory insurance, but only if each firm were allowed to "choose among different institutions of social insurance based on their own policy needs." In France professional associations representing artisans also supported a compulsory system of social insurance but demanded a stronger separation among the institutions administering various risks. 91 These findings thus confirm a crucial insight of the model. The incidence of a risk (in this case, the risk of old age) is an important predictor of a sectoral cleavage in the business community.
CONCLUSIONS
These empirical findings support the hypotheses about the sources of variation in the social policy preferences of firms advanced in this article. In examining the policy preferences of French and German em-ployers, I have found a strong intersectoral conflict in the business community. 92 Large firms in skill-intensive industries have supported institutional design that guaranteed employers a high level of discretion in the administration of social insurance. Small firms, by contrast, have been predominantly concerned with the impact of social policy on their nonwage labor costs. High-risk producers have pushed for the expansion of social insurance coverage. By contrast, low-risk producers have favored social policies characterized by a lower redistribution of risks, such as private-type social policies or policies of social insurance that involved no redistribution of costs across occupations. The model has also been able to explain variation over time in the social policy demands of various sectors. Proposals to introduce compulsory accident and unemployment insurance were unattractive to agricultural producers in both France and Germany, as these employers faced a low incidence of workplace accidents and unemployment, respectively. The shift in the policy preferences of these sectors during the postwar period resulted from a relative worsening of the demographic burden of agriculture. As a result of the change in the relative incidence of the labor-market risks of their workers, these employers became potential "winners" from the introduction of redistributive insurance and supported social policies characterized by a wider coverage.
This article has important implications for the literature on comparative welfare states. It suggests that future research-examining either the historical development of policies of social protection or the recent politics of welfare state adjustment-can no longer be premised on the assumption of business opposition toward social insurance. While much of the past research has emphasized the importance of class conflict in the development of the modern welfare state, future studies will have to pay closer attention to the role of cross-class alliances in the development of a new social policy. To characterize the structure and political composition of these cross-class alliances, future research needs to examine two interrelated questions. Studies of the determinants of the social policy preferences of labor-based associations will have to specify the range of questions of social policy design along which laborbased associations and some sectors of the business community are in agreement and distinguish these from issues which continue to remain distributionally divisive for capital and labor. 93 Second, future studies need to examine more systematically the broad range of political and institutional variables that facilitate the formation of different crossclass alliances among unions and employers and the causes leading to the political victory of some cross-class alliances over others. Such an analysis of these coalitional dynamics behind social policy development is outside the scope of this article. The article does, however, provide the necessary microfoundations to "bring back" employers to comparative research on the welfare state.
